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National Real Estate Cycles 


Our index of national realestate ac- 
tivity dropped to 4.3% above our long- 
term computed normal. There have 
been only four times in the last 12 
years when our index has been lower 
than this, all four in the beginning of 
the year 1954. Undoubtedly “tight 
money” is reducing the number of 
sales. 


Like real estate activity, mortgage ac- 
tivity dropped because of the tight 
money situation, and is now ata level 
of 137.8 points above our long-term 
computed normal. This is the lowest 
month for mortgage activity since Oc- 
tober 1951 








The chart on page 491 shows private 
housing starts from 1950 to the pres- 
ent It will be noticed that at the 
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TREND IN SELLING PRICE CHANGES 
FOUR TYPES OF RESIDENCES 
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present time, on a seasonally adjusted basis, we are now starting new houses 
at the rate of one million per year. This compares with 1, 478, 000 in the mid- 
die of 1950, the highest rate ever attained in the United States. The drop in 
housing starts has been fairly consistent since the end of 1954, and there is no 
evidence that the declining trend has yet been halted. This, too, is largely due 
to tight money. It may be that reduced activity in the entire real estate field is 
one of the necessary penalties that must be paid to stop the inflationary trends 
which have been running rampant in the United States since the early 1930's. The 
alternative is to allow inflation to continue, reducing further the value of our 
dollar, until our economy eventually collapses, as the economies of all countries 
have collapsed, where inflationary trends were allowed to continue. 


The fact that applications for both VA and FHA loans are running consider- 
ably below a year ago is not too encouraging for the immediate future, although 
this probably exaggerates the trends, as conventional financing has gained rapidly 
on financing with Government insurance. This is due primarily to the limitations 
on interest rates now applying to both FHA and VA loans. These interest rates 
should be changed to 5% as soon as possible. The FHA rate can be changed over- 
night. The VA rate will take Congressional action. The Federal Housing Adm in- 
istration apparently believes it would be a mistake to increase its rate prior to 
an increase in the veterans rate. Until a more realistic rate is established, 
however, on insured loans, this type of lending will decrease, while conventional 
loans will forma larger percentage of the lending business. 


Building costs have continued to increase, in 

spite of the drop in the volume of home build- 

ing. Our standard six-room frame house now 
costs $17, 736 to build, in contrast with $17, 226 at the beginning of the year, and 
$16,560 in January 1955. The rapid rise during the summer is very apparent 
on the chart on page 485. 


While residential building has been running considerably below a year ago, 
total building construction is running ahead of a year ago, and is setting an all- 
time record. This means that many building materials are finding a ready sale; 
that the demand for many types of building labor is above the supply of trained 
men, hence a rising trend in construction costs, in spite of a declining trend in 
the volume of residential building. 


The charts on the page opposite show our sales 
REAL ESTATE SALES PRICES index split into four types of buildings. This 
is an index of the resale price of existing build- 
ings, and does not represent the selling price of new buildings never before oc- 
cupied. From this chart it will be noticed that modern 1-story residences have 
been faring very well in the competitive struggle, with the biggest loss in the 1- 
and 1}-story old residences. This classification includes the old-type bungalow 
and many of the 1-story buildings built in the early part of the present building 
(cont. on page 491) 
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(cont. from page 487) 
boom. These have an insufficient number of square feet to be able to compete 
with, either the new buildings being built now, or the older buildings which are 
large enough to take care of modern demand. 


Our composite index of all sales stands at 122.7, in contrast with 123. 1 in 
the preceding month, a drop of four-tenths of a point. The drop in our overall 
index so far this year has amounted to only about 2% from the peak. 


The most consistent of all indexes which we 
RI ) riAL RENTS have prepared during the past 8 years has been 

the index of residential rents. This index, from 
the beginning of 1948 to the present, has shown a constant upwardtrend. Before 
Federal rent control was discontinued, the upward trend was slightly faster than 
it has been since the end of rent control, a phenomenon exactly contrary to the 
predictions of the rent control administrator in Washington. In our opinion, rents 
will continue to creep up much as they have during the past few years, as they 
are very much below the level that would normally be expected, from construction 
costs, and the other elements in the cost of living. This is also apparent from the 
double spread on pages 488 and 489 in this report. On this chart, rent and the 
other elements of the cost of living are compared with wage levels in the United 
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States from 1917 to the present. The period from 1921 to 1938 is consideredas 
100. This base was selected as it contains nine good years and nine bad years. 


The most striking feature of this chart is the wide divergence of residential 
rents from wages. While the ability to pay rent has increased at a very rapid 
rate, actual rents paid have gone up far slower than any other element in the cost 
of living. 


Because rents have lagged behind other elements, they are creeping up, and 
will continue to advance. During the past few years, some of the other elements, 
which reached their peaks rather early, have started drifting down 


Cost of living indexes which use, for instance, 1951 as a base, and call rents, 
and the other elements of the cost of living, in that year 100, would naturally 
show rents rising much faster than other elements. However, these charts are 
entirely misleading because rents were greatly depressed in that year, while 
the other elements of the cost of living had all had tremendous rises. We believe 
the charting shown on the double spread in this issue is statistically correct, and 
represents the actual situation without favor or prejudice 


The table shown below gives the average inter- 
MORTGAGE INTEREST RATES est rate of recorded mortgages in 12 major cit- 

ies of the United States. The fact that this table 
does not show a greater rise in interest rates is due, we believe, to two factors. 
First, there is always a lag in recordings, and the mortgages recorded in the 
month of September were probably arranged for in the month of August, or, in 
some cases, July or earlier. Second, a recorded mortgage does not indicate 
what discount was paid. We know that FHA and VA loans have been heavily dis - 
counted, which means that the actual rate which the lender pays is considerably 
higher than the recorded rate of the mortgage. We know of no way, however, of 
making the necessary adjustments in these interest figures, as the recorded 
mortgage figures do not tell us which mortgages were discounted and what was the 
amount of the discount. 


AVERAGE INTEREST RATE OF RECORDED MORTGAGES 
IN 12 MAJOR CITIES OF THE UNITED STATES 
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